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The year 1950 has been characterized by
sharp expansion in economic activity to near
capacity levels and mounting inflationary
pressures, particularly after the outbreak of
hostilities in Korea. Output and dollar value
of goods and services in both physical volume
and dollar value increased during the year,
with total expenditures and personal income
reaching all-time highs in the fourth quarter.
Expansion in economic activity during most
of 1950 resulted from rising private expendi-
tures which after June were influenced by
the grave international situation and the
adoption of programs for a greatly expanded
national defense effort.
Recovery from the moderate recession of
the first half of 1949 accelerated during the
first half of 1950, with rising expendi-
tures for private investment providing much
of the stimulus. By June the Board's in-
dex of industrial production exceeded its
earlier peacetime high and prices were ad-
vancing.
In the third quarter private expenditures
increased sharply. Although the defense pro-
gram was greatly enlarged, actual outlays
for defense purposes expanded only moder-
ately in this period. The rise in private out-
lays reflected increases in both consumer and
business demand and was superimposed on
the existing boom, which was already strain-
ing capacity in many durable goods indus-
tries. Expenditures were financed in part
through an unprecedented extension of
credit for the purchase of consumer durable
goods and houses and for business purposes.
The requirements of the new defense pro-
gram and the danger of inflation inherent
in the situation led to the passage of the
Defense Production Act of 1950 and the ini-
tiation of several anti-inflationary measures
by the Board of Governors and other Fed-
eral agencies.
During the fourth quarter the rate of ex-
pansion of output slackened and consumer
purchases of durable goods declined from
the exceptionally high levels of midsummer.
Defense outlays, however, increased more
rapidly as men were added to the armed
services and munitions and supplies were
delivered in larger quantities. This expan-
sion in Federal outlays and an appreciable
accumulation of inventories resulted in a
further substantial rise in aggregate ex-
penditures and incomes, in part reflecting
higher prices.
The record expenditures of late 1950 have
been accompanied by new high levels of em-
ployment, output, prices, profits, and wage
rates. The labor market has become about
as tight as at any time since World War II;
unemployment, which was down to 2.2 mil-
lion persons in November, accounted for
only about 3
l/2 per cent of a labor force of
over 65 million. Industrial production in
November, and probably in December as
well, was about 8 per cent above the earlier
peacetime high in June. In many important
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industries, further expansion in output from
current levels will be increasingly difficult
to attain.
Increasing demands for goods and serv-
ices have exerted strong upward pressure on
prices despite the recent large increases in out-
put which so far have been mainly for civilian
use. In mid-December both wholesale and
consumer prices were at all-time highs. Price
advances in the first half of the year had
been moderate and occurred largely in the
second quarter. After the invasion of South
Korea, prices increased very sharply and
quite generally, except for some leveling
off from mid-September to the end of Octo-
ber. From March to mid-December prices
of basic commodities rose 44 per cent and
wholesale prices almost 14 per cent. Con-
sumer prices advanced 5 per cent to mid-
October, the latest officially reported data,
and are estimated to have risen an additional
1 or 2 per cent since then. Corporate profits
reached a new high in the third quarter of
1950, reflecting increases during the year in
both sales and prices, and payments of divi-
dends were at record levels. Moderate in-
creases in wage rates, which had been
granted earlier in the year in selected indus-
tries, were followed after August by larger
advances granted in many industries.
Economic prospects for the indefinite
future will be dominated by the international
situation, the degree of mobilization imposed
on the nation, and the reaction of business-
men and consumers to the new situation.
Acceleration of the expanded defense pro-
gram will make large additional demands
on limited resources of manpower, industrial
capacity, and materials, and at the same time
it will increase private income and private
demands. In addition, the necessity of en-
larging capacity in defense-supporting in-
dustries will, for the near future, further
curtail the resources available for other uses.
The impact of the international crisis on
our economy requires that scarce resources
be channeled into defense purposes and that
inflation be restrained. Some actions have
already been taken to achieve these ends,
including increased tax rates on personal and
corporate incomes, restrictions on the use of
consumer and mortgage credit, and general
credit restrictions through money market
actions. An Economic Stabilization Agency
has been organized with powers to control
directly prices and wage rates. The National
Production Authority has taken several steps
designed to channel materials and produc-
tion to defense purposes and to promote
more effective utilization of scarce resources.
These steps include a system of priorities
for defense orders, restrictions on civilian
use of certain critically short materials, and
a limitation on holdings of business inven-
tories. Business is already going ahead with
plans for a considerable expansion in plant























































Department of Commerce estimates through third quarter
1950; quarterly, adjusted for seasonal variation. Fourth quar-
ter 1950 gross national product estimated by Federal Reserve.
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GROSS NATIONAL PRODUCT
Gross national product, which measures
total current output at prevailing prices,
reached an estimated record total of about
277 billion dollars for the year 1950, as
compared with 259 billion in 1948, the
previous high. Total expenditures, as shown
in the chart, increased throughout the year,
to an estimated rate of over 290 billion in the
fourth quarter, about 15 per cent above the
reduced level of a year ago. More than half
of this increase represents an expansion in
physical output of goods and services and
somewhat less than half represents higher
prices.
A striking development in 1950 has been
the intensity of demand by both businesses
and consumers for durable goods and con-
struction. In the third quarter, expenditures
for private new construction, producers' dur-
able equipment, and consumer durable
goods, as shown in the table, accounted for
more than 29 per cent of total product, an un-
precedented proportion. Federal purchases
of goods and services, on the other hand, ac-
GROSS NATIONAL PRODUCT FOR SELECTED PERIODS
[Percentage of total, by types of expenditures]
Type of expenditure
Government purchases of goods and
Federal
State and local
Gross private domestic investment. . .
New construction
Producers' durable equipment.












































































1 Seasonally adjusted quarterly total at annual rate.
NOTE.—Basic data are from the U. S. Department of Commerce.
counted for only 7.5 per cent of the total, the
smallest proportion since early in 1948.
Outlays for investment purposes have been
a major factor in the expansion of 1950. Ex-
cept for the third quarter, such outlays have
shown larger increases in both dollar and
percentage terms than have consumption
expenditures. Total expenditures for pri-
vate domestic investment—including pro-
ducers' durable equipment, new private con-
struction, and changes in business inventories
—in the third quarter were about 50 per cent
above the level of a year ago. A further in-
crease in investment outlays is estimated for
the fourth quarter, with a large rise likely
to be shown by business inventories follow-
ing some net liquidation in the third quarter.
The latest Commerce-SEC survey of busi-
ness intentions to spend on plant and equip-
ment also indicates a substantial increase,
after seasonal adjustment, in such outlays in
the current quarter and a further rise in the
first quarter of 1951 to the highest level on
record.
PRODUCERS' DURABLE EQUIPMENT
Expenditures for producers' durable equip-
ment, which had increased by almost one-
fifth from the recession low of the fourth
quarter of 1949 to a new high in the second
quarter of 1950, advanced by an additional
one-fifth in the following quarter. At their
third quarter level of 27 billion dollars
(seasonally adjusted, annual rate), such ex-
penditures accounted for 9.5 per cent of gross
national product, by far the largest propor-
tion of the last 20 years.
As business activity increased during 1950,
business plans for purchase of plant and
equipment were continually being revised
upward. In the second half of the year, the
Federal Government was urging even fur-
ther expansion of capacity in industries es-
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sential to the expanded defense program,
such as steel, electric and gas utilities, alumi-
num, and the railroads. Arrangements made
for direct Government loans and accelerated
amortization for tax purposes are designed
to encourage such expansion. Orders for
equipment have increased sharply, reaching a
high in August. After some decline in Sep-
tember, orders rose in October and were
higher than in any previous month except
August. Unfilled orders continued to ad-
vance through October, the latest month for
which data are available, despite large in-
creases in recent months in output of ma-
chinery and other types of producers' equip-
ment.
Cutbacks in civilian output may reduce
incentives for some planned expansion,
while shortages of materials and industrial
capacity may prevent realization of others.
These limitations, however, are not likely
to be a deterrent for the considerable pro-
portion of planned plant and equipment
expenditures involving defense-supporting
industries which are likely to receive priori-
ties for available supplies of critically short
materials. Steel has already been allocated
for a greatly expanded freight car produc-
tion program and for new lake ore-carriers.
CONSTRUCTION
Expenditures for new private construction,
which had begun to rise again in mid-1949,
increased rapidly during most of 1950, reach-
ing a record level during the third quarter of
22.8 billion dollars (seasonally adjusted, an-
nual rate), more than one-third higher than
in the same period of the preceding year.
Such expenditures have declined slightly
from the peak reached in September, but in
November were still well above those of any
period prior to the third quarter.
PRIVATE DOMESTIC INVESTMENT
Department of Commerce quarterly estimates adjusted for
seasonal variation. Latest figures shown are for third quarter
1950.
The boom in construction activity led to
shortages of some building materials and
to considerable pressure on costs and selling
prices. Prices of building materials advanced
one-sixth from the beginning of the year
to a new high in early October. Since then,
prices of many building materials have in-
creased further. Lumber prices, however,
have declined from their very high peak.
Most of the increase in private construc-
tion expenditures resulted from sharp ex-
pansion in nonfarm residential construction,
which reached an all-time peak in the third
quarter (after seasonal adjustment). By No-
vember, however, such expenditures had de-
clined by 8 per cent from the record Septem-
ber level. The number of dwelling units
started in 1950 will total about 1,375,000,
one-third more than in 1949, the previous
record year. The number of housing units
started exceeded 140,000 in each month from
May through August, but declined sharply
thereafter, in part reflecting seasonal influ-
ences. The 85,000 units started in Novem-
ber were one-tenth below the volume of a
year ago, but were above any other Novem-
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ber on record. To a large extent, the record
postwar volume of residential construction
has been made possible by a liberal extension
of mortgage credit involving small down
payments and long maturities, and much of
it under Federal guarantee or insurance.
Recent actions by the Board of Governors
of the Federal Reserve System (Regulation
X, effective October 12) and the Housing
and Home Finance Administrator require
larger down payments on both conventional
mortgage loans and Federally insured or
guaranteed mortgages than had prevailed
earlier in the year. These measures are
designed to restrict the expansion of mort-
gage credit and, by reducing substantially
the number of dwelling units started, to free
scarce resources essential to the defense pro-
gram. The substantial number of applica-
tions for loan insurance and other commit-
ments made prior to the effective date of the
new regulations will tend, however, to sus-
tain the volume of units to be started for
some months ahead.
Private nonresidential construction, which
showed little change early in 1950, rose by
one-seventh from April to a new high in
November, with much sharper advances for
industrial and commercial building. Public
utility construction has been maintained at
a level moderately below the peak of the
spring of 1949.
INVENTORIES
Liquidation of business inventories, in-
duced by earlier easing of sales and prices,
was a major factor in the decline of employ-
ment and income during 1949. The reversal
of this development early in 1950 accounted
for much of the recovery in business activity
in the first half of the year. Over half of
the substantial increase in total national prod-
uct from tlie last quarter of 1949 to the second
quarter of 1950 was accounted for by the
shift from large liquidation of inventories to
substantial accumulation.
Strong efforts were made to build up in-
ventories following the outbreak of hostili-
ties. Sales of both consumption and capital
goods increased so rapidly, however, that
inventories declined sharply in July, With
production at record levels, inventories in-
creased after July, and a substantial rate of
accumulation is estimated for the fourth
quarter. At the end of October, the latest
available data, the physical volume of non-
farm business inventories was slightly above
the end of June level. The book value of
total inventories in relation to sales was also
slightly higher than in June, though lower
than a year ago.
The book value of retail inventories, par-
ticularly of nondurables, rose appreciably in
the third quarter, and advanced further in
October, reflecting both higher prices and
some net increase of physical stocks. The
value of retail inventories was higher in re-
lation to sales than in either June of this year
or in October 1949. The book value of manu-
facturers' inventories of purchased materials
and goods in process increased throughout
the third quarter, reflecting both sharp price
advances and the higher scale of operations.
The value of finished goods inventories,
however, was reduced because of record sales.
GOVERNMENT EXPENDITURES
During the latter part of 1949 and the first
half of 1950, Government purchases of goods
and services decreased appreciably. Federal
outlays declined substantially while State and
local expenditures continued to increase.
Government purchases increased slightly in
the third quarter as State and local expendi-
tures advanced further while Federal outlays
showed little change.
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Federal purchases of goods and services,
at 21 billion dollars (seasonally adjusted,
annual rate) in the third quarter of 1950,
were more than 5 billion below their post-
war peak of the second quarter of 1949.
Much of the decline was accounted for by
reduced expenditures for the agricultural
price support and the foreign aid programs.
A substantial increase is estimated for the
fourth quarter, however, as both civilian and
military employment rise and outlays under
the expanded defense program reflect pay-
ments for goods ordered earlier.
Purchases of goods and services for de-
fense purposes declined from a wartime
level of about 90 billion dollars a year,
accounting for two-fifths of the total na-
tional product, to a postwar low of less
than 11.5 billion (annual rate) in the first
quarter of 1948. During the first half of
1950, defense expenditures were made at an
annual rate of about 12 billion. Programs,
orders, and commitments expanded sharply
after the outbreak of war in Korea, but de-
fense purchases increased only moderately
in the third quarter to an annual rate of about
14 billion, accounting for less than 5 per
cent of the total national product.
Congress since July 1, 1950 has already ap-
propriated a total of more than 33 billion
dollars for defense, foreign military aid,
stockpiling, and atomic energy. This is
double the amount included in the origi-
nal appropriation for fiscal year 1951. A
further supplemental request for nearly 18
billion was transmitted to Congress on De-
cember 1. The President recently stated
that the defense program would be acceler-
ated and that the earlier goal of 2.8 million
men in the armed forces by June 30, 1951
would be raised as a result of the Chinese
intervention in Korea.
NET FOREIGN INVESTMENT
United States exports and imports of goods
and services in the third quarter of 1950 were
in closer balance than at any time since before
the war, as a result of a sharp rise in imports.
In October commodity imports continued to
increase and exceeded exports. In the first
half of the year the export surplus (including
goods and services) had amounted to almost
3 billion dollars (annual rate) as compared
with only 700 million in the third quarter.
Exports of goods and services were at an
annual rate of less than 14 billion dollars dur-
ing the first three quarters of 1950, a decline
of one-third from the peak of mid-1947.
This reduction reflected reconstruction of for-
eign industry, shipping, and agriculture, the
partial restoration of intra-European trade,
foreign restrictions on purchases of dollar
goods, and the widespread devaluation of
currencies in the fall of 1949. Commodity
exports rose sharply in September 1950 and
continued at the advanced level in October,
indicating stronger demands in other coun-
tries. Shipments under the Mutual Defense
Assistance Program—financed by grants
from this country—will be a factor of grow-
ing importance in raising exports.
Imports of goods and services by the
United States have grown rapidly since the
war, with some interruption during the
moderate recession of the first half of 1949.
By the second quarter of 1950, imports of
goods and services had regained their earlier
postwar high of almost 11 billion dollars
(annual rate). In the third quarter of this
year, imports rose by almost one-fifth and
a further advance occurred in October. Con-
tinued high levels of imports are likely in
view of expected strong general demand in
this country, shortages of important raw
materials, the desire to accelerate stockpiling
of strategic and critical materials, and the
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sharp rise in prices of many imported goods.
The table summarizes recent changes in
exports, imports, and net foreign invest-
ment. The decrease in the export surplus,
accompanied by large—though declining—
United States aid in the form of grants, has
resulted in the past year in an increasing
EXPORT SURPLUS AND NET FOREIGN INVESTMENT
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1 Seasonally adjusted quarterly totals at annual rates.
2 In the gross national product accounts these are included in
Government and personal consumption expenditures, respectively.
NOTE.—Data are from U. S. Department of Commerce.
amount of net foreign disinvestment by the
United States. During the year ended Sep-
tember 30 gold and dollar balances owned
by foreign governments and persons in-
creased by about 3 billion dollars as a result
of transactions with the United States.
PERSONAL INCOME
Personal income—the main source of
funds for consumer expenditures—has in-
creased substantially this year, and most
major components have participated in the
advance. Total personal income in October
was at an all-time high of 230 billion dollars
(seasonally adjusted, annual rate), one-
seventh above the rate of a year ago. A
further increase has probably occurred since
then. The increase of 13 billion dollars
(annual rate) from June to October was one
of the largest for any comparable period.
With the exception of income of farm pro-
prietors and transfer payments, all forms of
personal income are at or near record levels.
Gains in personal income during the first
Department of Commerce monthly estimates adjusted for
seasonal variation. "All other" includes transfer payments
and other labor income. Latest figures shown are for October
1950.
half of 1950 reflected in large part the pay-
ment of 2.9 billion dollars of National Serv-
ice Life Insurance dividends to veterans.
This payment was largely concentrated in
the first quarter and was virtually completed
by June. With such dividends at an annual
rate of 10.6 billion dollars in March, total
personal income in that month attained a
peak of 219 billion dollars which was not
exceeded until July. The spending of some
of these special payments contributed to the
general recovery in economic activity which
was then well under way. With output,
employment, and prices advancing, that part
of personal income arising out of current pro-
duction (i.e., total personal income less trans-
fer payments) began to increase rapidly in
the second quarter of 1950 and by June had
reattained the earlier peak of October 1948.
Wages and salaries. Wage and salary
receipts reached an all-time high of 150
billion dollars (seasonally adjusted, annual
rate) in October, 10 per cent above the high
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levels of 1948. In the first quarter of 1950
total wages and salaries were only slightly
above the reduced levels that had prevailed
throughout most of 1949. Beginning with
May each month has recorded a new high.
The total increase of 10 billion dollars, or
7 per cent, from June to October is one of
the largest on record for any four-month
period.
The bulk of the recent increase in aggre-
gate wages has occurred in manufacturing—
which had shown the sharpest reduction dur-
ing the recession of 1949—and in Govern-
ment activities, including the armed forces.
Payrolls in October were at or near record
levels in all other industries except mining,
railroads, and agriculture.
The rise in wages and salaries this year
has reflected mainly the sharp expansion of
employment and hours of work. Demand
for labor, which had been increasing since
the first quarter, was further stimulated by
Korean developments. Between June and
November nonfarm employment (seasonally
adjusted) increased by 1.4 million persons
to a record total of 45.4 million. A large part
of this rise occurred between mid-July and
mid-August when nonfarm employment
experienced one of the largest gains on
record. In addition to the expansion in non-
farm employment, the armed forces in-
creased from I
1/? million men in June to
2% million at the end of November. By
November unemployment had declined to
2.2 million, 1.2 million less than a year ago.
Manufacturing accounted for almost
800,000, or more than one-half, of the net
number of workers added to nonfarm em-
ployment between June and November. In
November, there were 15.6 million workers
in manufacturing (seasonally adjusted), a
postwar record and about 260,000 above the
high levels of the fall of 1948. The recent
increases have been mainly in the durable
goods sectors. In addition, the average
workweek in manufacturing industries, at
41.1 hours in November, was about as long
as at any time in the past five years. Total
man-hours in manufacturing increased by 7
per cent between June and November.
Expansion of employment in nonmanu-
facturing industries also has been wide-
spread, with employment in finance, trade,
construction, and State and local govern-
ment near or at all-time peaks. Federal
civilian employment increased sharply after
July as workers were hired in defense
agencies.
Although increases in employment and
average hours of work were the major fac-
tors in the rise in total employee income, in-
creases in wage rates gained in importance
after August. Average hourly earnings were
relatively stable throughout 1949, and in-
creases were moderate and fairly selective
between January and August 1950, averag-
ing 3 per cent for wage earners in all non-
agricultural establishments. Following wage
advances granted in August and September
by many of the large firms which often act
as wage leaders, increases have spread widely
throughout industry. Typical advances have
amounted to about 10 cents an hour although
increases of 10 per cent—generally about 15
cents an hour—have been reported in a num-
ber of instances.
Many recent wage agreements have rep-
resented voluntary actions on the part of
employers, that is, wage adjustments were
granted or negotiated without recourse to
the reopening provision of collective bar-
gaining contracts. Guarantees of additional
increases in 1951 or later (generally called
productivity or improvement factors) have
been written into an increasing number of
agreements. Provision has also been made
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MAJOR COMPONENTS OF PERSONAL INCOME
Item
Personal income, total.
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1 Seasonally adjusted quarterly totals at annual rates.
2 Employee contributions for social insurance are excluded from
the total but included in the industry figures.
3 Includes mainly employer contributions to private pension and
welfare funds and compensation for injuries.
4 Includes income, such as social security benefits, that is not
related to current production or services currently rendered.
NOTE.—Based on data from Department of Commerce.
in many settlements for periodic cost-of-
living adjustments.
Other income components. Income of
farm proprietors since June has averaged
about one-eighth higher than in the same
period of last year, but about one-fourth be-
low the record level for the year 1948. The
recent advance has resulted from increases in
prices of farm products. In mid-November,
prices received by farmers were 16 per cent
above those of a year earlier. Prices of farm
products are generally at, and in some cases
considerably above, support levels. Total
farm production in 1950 is expected to be
about 4 per cent lower than in 1949, mainly
because of a reduction of about two-fifths in
the cotton crop and a somewhat smaller
wheat crop. Output of meats is slightly
higher than a year ago.
Income of nonfarm proprietors advanced
sharply in the third quarter to a new high,
one-seventh above a year ago, but declined
somewhat after August. A major part of
the increase in the past year represents im-
provement in retail trade, much of which
occurred in the third quarter of 1950.
Dividend payments in the first half of 1950
remained at about the record rate of the
fourth quarter of 1949, but in the third quar-
ter an exceptionally large volume of special
payments raised the total to a level one-
fourth above that of a year earlier. In Oc-
tober dividends continued at the third quar-
ter level. Corporate profits rose sharply
after the first quarter of 1950. Profits before
tax in the third quarter are estimated by
Federal Reserve at 45 billion dollars (season-
ally adjusted, annual rate), one-fourth above
the earlier peak of the third quarter of
1948. After inventory valuation adjustment,
profits increased by 7 billion dollars (annual
rate) from the first to the second quarter of
this year and by an estimated additional 2
billion in the third quarter.
Transfer payments include those forms of
personal income, such as social security bene-
fits, that are not related to current produc-
tion or services currently rendered. Such
payments in October amounted to 12 bil-
lion dollars (seasonally adjusted, annual
rate), about the same as a year ago. The
most important developments in the past
year have been the payment of the large
National Service Life Insurance special divi-
dend in the first half of the year; the reduc-
tion—as unemployment declined—in unem-
ployment benefits from an annual rate of 2.2
billion dollars at the beginning of the year
to less than 700 million in October; and the
new provisions of the amended Social Secu-
rity Act (passed August 1950) which in-
creased the Old Age and Survivors' benefit
payments in October by an annual rate of
more than 600 million dollars.
PERSONAL CONSUMPTION EXPENDITURES
Personal consumption expenditures, which
had been advancing moderately since the
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first quarter of 1949, increased by a record
amount in the third quarter of 1950, largely
as a result of scare buying. At more than
198 billion dollars (seasonally adjusted, an-
nual rate), consumption expenditures were
at an all-time high, 13 billion, or 7 per cent,
larger than in the preceding quarter and
more than 10 per cent larger than a year
earlier. A considerable part of the dollar
increase in gross national product was ac-
counted for by the upsurge in consumer
buying. Expenditures were financed not
only out of the record volume of personal in-
come, but also by heavy use of consumer
credit and by drawing on liquid assets.
The increase in consumer dollar expendi-
tures reflected an expansion to record rates
in physical volume of purchases as well as
further advances in prices. The average level
of consumer prices—which had begun to rise
in March after more than a year of moderate
declines—increased by 2 per cent from mid-
June to mid-September.
The sharpest increase in expenditures
(after seasonal adjustment) occurred in July,
with retail sales in August maintained at the
July rate. After August, however, seasonally
adjusted sales at both durable and nondurable
goods stores declined and in October were
near the June level. The June volume for
durable goods stores was the highest up to
that time, but for nondurable goods stores
dollar sales were somewhat below the 1948
high. In November department stores sales
(seasonally adjusted) were slightly below the
October level and 4 per cent larger than a
year ago. The reissuance of Regulation W,
effective September 18, and the tightening of
instalment credit terms on October 16 con-
tributed to the slackening of expenditures
for automobiles and some other durable
goods in October and November.
Durable goods. Consumer expenditures
for durable goods had increased throughout
1949 and the first quarter of 1950. They
changed little in the second quarter and
then increased by 25 per cent ih the third
quarter, reaching a peak of 33.5 billion dol-
lars (seasonally adjusted, annual rate).
Expenditures for automobiles also rose by
almost one-fourth in the third quarter, as
shown in the chart, and dealer inventories
were drawn down, despite production at
record levels. Sales of new automobiles have
declined substantially from the summer's
extraordinary peak, but in November were
apparently above the relatively high levels
of a year ago. Some inventory accumulation
occurred as automobile production remained
close to peak rates until November, when
output was reduced mainly because of model
changeovers.
Expenditures for furniture and household
equipment advanced more than one-third in
the third quarter. In October sales at retail
home furnishings stores were still one-fifth
larger than in June, and retail prices of
housefurnishings were at an all-time high,
having risen 8 per cent since mid-June.
These strong demands resulted in a further
PERSONAL CONSUMPTION EXPENDITURES
SELECTED GROUPS
Department of Commerce quarterly estimates adjusted for
seasonal variation. Latest figures shown are for third quarter
1950.
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large increase in output of household durable
goods.
Nondurable goods and services. After
more than a year of decline, expenditures for
nondurable goods advanced moderately in
the second quarter and in the third quarter
rose almost 6 per cent to a new high of 105
billion dollars (seasonally adjusted, annual
rate). Expenditures for food and alcoholic
beverages were at record levels, while outlays
for clothing and shoes were only slightly be-
low the former peak. Much of the recent
increase reflected higher prices for food and
clothing, as may be seen from the chart.
Retail prices of foods increased 7 per cent
from mid-April to mid-July and then
showed little change until November when
they advanced again. Retail prices of ap-
parel increased by almost 5 per cent from
June to October. In October sales of retail
food and apparel stores were back to the
June level.
Expenditures for services increased to a
new high of about 60 billion dollars (season-
CONSUMERS' PRICES
Bureau of Labor Statistics monthly indexes except for rent
which is quarterly prior to 1947, and services which is quar-
terly throughout. The index for all items includes miscel-
laneous which is not shown separately. Latest figures shown
are: monthly, October 1950; quarterly, third quarter 1950.
ally adjusted, annual rate) in the third quar-
ter, with rents and prices of other services
continuing to advance in this period.
PERSONAL SAVING
Over most of the past year changes in dis-
posable income (i.e., personal income less
personal taxes) have paralleled changes in
personal income. In the fourth quarter of
1950, however, disposable income is esti-
mated to have increased much less than per-
sonal income, as a result of the higher per-
sonal tax rates effective on withholdings
beginning in October. The new tax rates,
when fully operative, are expected to yield
an additional 3 billion dollars at the personal
income level prevailing in the third quarter
of 1950. Despite these increased taxes, how-
ever, disposable income in the fourth quarter
is probably at a new high substantially above
the pre-Korean levels.
Personal saving as defined in the national
income and product accounts (that is, dis-
posable income less consumption expendi-
tures) declined appreciably in 1949—both in
dollar amounts and as a percentage of dis-
posable income—as consumption expendi-
tures increased moderately despite reductions
in income.
With disposable income in the first quarter
of 1950 swollen by payments of National
Service Life Insurance dividends and with
consumption expenditures continuing to in-
crease only moderately, personal saving rose
very sharply. As payments of dividends to
veterans tapered off in the second quarter,
disposable income declined slightly; con-
sumption expenditures continued to increase,
however, and both the volume and rate of
saving declined.
In the third quarter disposable income ad-
vanced by the near-record amount of 9.1
billion dollars. Consumption expenditures,
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however, Increased by 13.2 billion, and per-
sonal saving declined to 6.4 billion (annual
rate), or only 3.1 per cent of disposable in-
come, the lowest rate since the first quarter
of 1948. Personal saving and the savings
ratio will probably show an increase in the
fourth quarter.
The gravity of the international situation
has resulted in the proclamation by the Presi-
dent on December 16, 1950 of the existence
of a national emergency. The Office of De-
fense Mobilization has recently been estab-
lished with broad powers over production,
manpower, and stabilization.
Available economic resources are now
being intensively utilized, but productive
power is for the most part still being devoted
to meet civilian demands. The task of build-
ing up our defenses will require extensive
shifts in the use of manpower, materials, and
plant capacity, and reductions in output of
many commodities for civilian purposes. In
the period ahead the nation's economy will
be predominantly affected by the scale of
defense needs and the nature of the measures
adopted to assure adequate defense produc-
tion and to combat inflation.
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